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Introduction 


Economic development of a country, reflected in a change of sectors’ relative importance in 
the economy, implies reallocation of resources from agricultural to other activities. While 
majority of authors agree that productivity growth leads to these transformations, there is 
still not consensus is technological progress more important in agriculture or in industry 
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(Boehlje, 2013). Considering the absolute importance of agriculture in the economy of a 
country, understanding key driving forces of structural changes is crucial (Johnston, 1990). 
Those determinants are diverse and complex, including: demand changes, invention of 
new products and processes, technology, financial and value chain forces, human capital 
performances, farm life cycle, etc. (Kenneth et al., 1992). 


Agriculture in Serbia traditionally plays a vital role in the national economy. In addition 
to its main role in providing food and raw materials for industry, agriculture in Serbia still 
employs a significant part of rural population and thus alleviates higher unemployment 
in rural area. Agricultural products with their significant share in the balance of payment, 
mainly in export of Serbia, notably contribute to the economic development of the country. 
Beside its economic importance, agriculture has a key social role reflected in ensuring the 
living standards of population and in reducing poverty (Curéi¢ at al., 2021). 


The paper evaluates agricultural output of the Republic of Serbia in terms of dynamic and 
intensity of structural changes in agricultural goods output (crop and animal production) 
and agricultural services. The aim is to determine the most dynamic and intensive changes 
of agricultural output, as well as years when these changes occur. The research results 
can serve as guidelines for economic and agriculture policy makers to focus on the most 
dynamic and intensive agricultural branches and encourage a development of others. 


The paper is structured in four parts. The first part deals with the theoretical background and 
literature review on structural changes and their driving forces. Research methodology and 
research questions are defined in the second part. The empirical analysis and discussion of the 
research results are elaborated in the third part. The last part is dedicated to concluding remarks 
and recommendations for improving the efficiency of agricultural production in Serbia. 


Literature review 


Changes in the structure of production and employment, during the development process 
of certain sectors at the expense of others, were recognized as a feature of modern 
economic growth by economists Forasti and Simon Kuznets (Raiser et al., 2003). Both 
authors observed, based on historical data of industrialized countries, a decline in the 
relative importance of agriculture, a rapid growth of industry and a gradual increase in the 
significance of the service sector in the economy as a pattern of development. 


Clark, Kuznets and Sirkin (Alvarez-Cuadrado, Poschke, 2011) have documented a process 
of structural changes: a decline in the share of agriculture in total income and employment, 
followed by a long-term increase in per capita income. As an example, among other 
analyzed countries, they stated that in the US economy in 1800, three quarters of workers 
were employed in the agricultural sector when agriculture recorded almost more than half 
of the total income. Two hundred years later, only 2.5% of the total workforce is engaged 
in agriculture, and the share of agricultural production in GDP has fallen to just 1%. Over 
the course of these two centuries, per capita income in the US has increased by almost more 
than 25 times (Alvarez-Cuadrado, Poschke, 2011). 
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Structural changes between the primary and secondary sector can be explained by two 
models. Lewis (1954) develops a “/aborpull” model indicating that capital accumulation 
in the modern industrial sector reflects wage growth in urban areas and attracts extra labor 
from agriculture (Alvarez-Cuadrado, Poschke, 2011). Reinvestment of profits maintains 
the continuity of the process. Harris and Todaro (1970) confirmed through a two-sector 
model that rural-urban migration results from a positive difference between the expected 
urban income and agricultural output per worker. These theories indicate that productivity 
in industry affects income growth and leads to structural changes. In this case, higher 
earnings in industry attract lower paid workers or unemployed population from agriculture 
to industry (Alvarez-Cuadrado, Poschke, 2011). On the other hand, some of theorists 
find the agricultural productivity as one of the driving force of structural changes. Nurks 
emphasizes that the spectacular industrial revolution would not have been possible without 
prior agricultural revolution (Alvarez-Cuadrado, Poschke, 2011). Progress in agriculture 
enabled solving the food problem so resources could be reallocated from primary to 
secondary sector, and this model is known as “/aborpush”’. Additionally, movement of 
labor force from agriculture to non-agricultural activities can be also affected by reduction 
of reallocation costs (Ashraf, Oztiirk, 2012). It is assumed that the equilibrium in the labor 
market is established by equalizing the marginal labor product in agriculture and marginal 
labor product in non-agricultural activities increased by reallocation costs. Those costs 
include costs of gaining additional working skills in non-agricultural activities, costs of 
migration from rural to urban environment, etc. (Lu, Lin, 2013). 


Huge differences in the productivity level between sectors in the economy are mostly 
recognized in developing countries as indicators of allocative inefficiency that reduces 
general labor productivity. However, this inefficiency can also be considered as an important 
driving force (Comin at al., 2021). When labor and other resources are moved from less to 
more productive activities, the economy grows even when there is no productivity growth 
within the sectors. This type of development structural changes can significantly contribute 
to the economic growth (European Commission, 2014). Highly developed economies have 
experienced this kind of structural changes. Big polarity in development between Asian 
countries on one hand and African and Latin American countries on the other, stems from 
a variant contribution of these structural changes to the overall economic development. 
Structural changes in African and Latin American countries rather led to a slowdown 
in economic growth at the end of the 20th century (McMillan, Rodrik, 2011). It is also 
considered by Diao, McMillan and Rodrik (2019) that growth acceleration is reflected in 
rapid growht in productivity within sector (Latin Amirica) or in structural changes that 
contribute to the growth (Africa), but very rear in both at the same time. 


The dual economic model, developed by Arthur Lewis, emphasis the distinction in 
productivity between rural (traditional) and urban (modern) sectors (McMillan, Rodrik, 
2011). Though, the distinction in productivity can also exist within the sector. The gap can 
occur as well among firms and their facilities within the same sector. 


Another theory that deals with structural changes in agriculture is the “polarization 
theory”, with its roots in the time of Lenin. Back in the 1960s, Lenin pointed to rapid 
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development of rural capitalism, disappearance of small scale farmers and polarization 
of agrarian structure. However, there are contrary opinions to what this theory advocated 
that the so-called small farmers are more resistant to changes (Djiirfeldt, Gooch, 2002). 
The polarization theory starts from the hypothesis that those who can accumulate capital 
(big scale farmers, capitalists) are able to turn their wealth into land and property alienated 
from less successful farmers. Nevertheless, relevant research and practice of numerous 
countries have not confirmed that the agrarian structure was polarized in the way predicted 
by theorists. Namely, the survival of small and medium-size farmers can be explained in 
a different way from large-size farmers. They ensured a certain degree of independence 
from the market, both in terms of production and consumption, by hiring workers from 
their families on farms. In that way, they were spared from frequent market fluctuations, 
especially during the crisis period (Djiirfeldt, Gooch, 2002). 


Structural changes in agriculture were constant when it comes to the number of agricultural 
holdings and their size. Parallel to the decrease in number, although less proportionally, 
the size of agricultural holdings grew. Agricultural ventures have also changed over time 
(Comin at al., 2021). Agriculture uses inputs, finance, processing, packaging and transport 
services that come from outside the agricultural enterprises. Although the number of both 
agricultural and industrial enterprises is decreasing, the timing of their reduction does not 
coincide. Decrease in the number of agricultural enterprises preceded the decrease in the 
number of industrial enterprises associated with them (Johnston, 1990). Structural changes 
in agriculture, followed by advanced agricultural technologies, financial challenges, 
etc. resulted in adjustment in advisory services as well (Radié at al. 2022). More often, 
especially with new information and communication technologies, a crucial role in 
technology diffusion have farmer communities and virtual networks (Norton, Alwang, 
2020, Calicioglu at al., 2021). Despite all changes, agriculture, as the sector related to 
the people essential needs, still present a stabilizer in the economy, contributing to the 
economic growth and supporting employment in rural areas (Loizou et al. 2019). 


Methodology and research questions 


Changes in the sectoral structure of the economy, along with changes within its sectors, 
can be examined by several statistical methods available in the relevant literature from 
this field (Monda, Standaert, 2019; Pardez, Alston, 2019; Dietrich, 2012). The subject 
of the analysis, given the three-sector model of the economy, is to measure the sectoral 
transformation between two points in time, aiming to calculate a structural change index 
for agricultural sector. 


With this aim, two indicators have been applied and elaborated in the research. The fist 
indicator has often been used in the research due to the smooth implementation. Norm 
of Absolute Values (NAV) is also known in theory as Michaely-Index or Stoikov-Index 
(Dietrich, 2012). 


NAV, , = 0.5- Yea = Xi) 
i=1 
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where: 


NAV , — Norm of Absolute Values or Michaely-Index for the given time frame, respectively 
between period s and period t, 


x,,— Share of the agricultural branch in the overall agricultural output at the end of period (t) 


x, — share of the agricultural branch in the overall agricultural output at the beginning of 
period (s). 


In order to calculate the Norm of Absolute Values, the differences between the share of 
branches in agricultural output for the given time frame need to be calculated, and then add 
up the absolute value of those differences. Given the double calculations of all changes, 
standardization in this method takes place by dividing with two, resulting with NAV. As for 
the Norm of Absolute Values, the size of structural changes equals to the share of branches’ 
movements as a percentage of the agricultural output. 


The value for this index ranges between 0 and |. The unchanged structure will result with 
the value 0. On the other hand, in the completely transformed structure of the agricultural 
output the value of NAV equals | (Dietrich, 2012). 


The second most often applied indicator of structural changes is Lilien-Index. Aiming to 
measure the structural change where “x,” indicates the share of the sector “1” in the period 
“t?, this indicator requires certain conditions to be fulfilled (Dietrich, 2012): 


(1) The index has to be equal zero due to the unchanged sectoral composition: 


SCl gi 0 Sm, =a, Vie Last} 


[s.t] 


(2) Structural changes between two periods (two points in time) need to be independent 
regarding the change direction, given the relevance of the only scope of changes. 
Accordingly, the structural change index depends only on the scope of changes and remain 
the same regardless of whether the changes between period s toward period t have been 
analyzed, or vice versa (from period t towards period s): 


SCI, ,, = SCI 


[s.t] fee] 


(3) Structural changes of one period in time cannot be greater than sum of calculated 
structural changes of at least two sub-periods: 


Sis] - Sis.q1 = Stat for s< q< t. 


(4) The index should be a measure of dispersion; 
(5) Index should take into consideration the sector size. 


When it comes to the evaluation of structural changes in agricultural output, Lilien index 
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measures standard deviation of the growth rate of agricultural output, from period s to 
period t. 


where: 

LI, — Lilien-Index for the certain time frame, i.e. between period s and period t, 

x, — Share of the agricultural branch in the overall agricultural output at the end of the period (t) 
x, — share of the agricultural branch in the overall agricultural output at the begging of the 
period (s). 


Given that Lilien-Index does not fulfill the conditions (2) u (3), a slight modification of 
the index was carried out in order to meet all the aforementioned conditions for the index 
of structural changes. Thus, the index was increased by the weighted participation of the 
sector in both periods. The influence of the sector 1 has grown proportionally to its size, but 
also proportionally to its relative growth. Modified Lilien-Index (MLI) is as follows: 


2 
In| x) > Osa) > 0 
> Fe Xl” Ps | ae 


“Lis ] 


Considering the previously elaborated methodology, the research goal in the paper is to 
comprehensively evaluate structural changes in agricultural output of RS in the thirteen 
years’ period, focusing on intensity and dynamics of those changes. The information base of 
the research are data available in the publications of the Statistical Office of the Republic 
of Serbia (Statistical Yearbook and Economic Accounts for Agriculture). Following the 
main goal, the research questions are: 


1) Have the structural changes in agriculture of Serbia been reflected in the same degree of 
intensity among crop, animal production and agricultural services? 


2) Have the structural changes in agriculture of Serbia intensified over the analyzed period, 
contributing to its smoother adjustment to the changed market environment? 


3) To which extent the intensity match direction and speed of structural changes in 
agricultural output, as well as in crop and animal production? 
Research results and discussion 


The research results have been divided into two parts in accordance with the main research 
goal: direction and intensity of structural changes. The information base for the both 
parts, respectively Michaely-Index and Lilien-Index is the value of agricultural goods and 
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services, reflected in the value of crop and animal production and value of agricultural 
services. Therefore, when calculating these indexes, x, indicates the participation of a 
certain agricultural branch in the total production value of agricultural goods and services. 


The agricultural output at producers’ prices for the period from 2007 to 2019, that represent 
the bases for evaluation of structural changes in agriculture of RS, are presented in table 1. 
According to these data, agricultural services are 2-3% of total agricultural output in Serbia 
in the whole analyzed period, while crop production accounts for two third and animal 
production for one third of agricultural goods output. 


Table 1. Agricultural output at producers’ prices of the current year, 2007-2019 


J 2007 | 2008 2009] 2070 


i 
i 24,758 
521] 538|_ 399] 355] 443] 540) 


| 29] is] 105] ot] ot 3:77] 203, 
9,704 


Source: Statistical Yearbook 2003-2020 & Economic Accounts of Agriculture, Statistical Office of 
the Republic of Serbia 
Note: The last years have not been included considering the changed methodology of agricultural 
production in the Statistical Yearbook since 2020 
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203 
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Table 1. Agricultural output at producers’ prices of the current year, 2007—2019 (continued) 


2020s [2016 [2007 [2018] 2009) 
414,509 
158,829 
63.151 
33.551 
31,554 
11,805 
67.045 
48.249 
zi 
175,450 
121,969 
32.412 
63.583 
20 
[0.612 
15.083 
53.481 
37,192 


Source: Statistical Yearbook 2003-2020 & Economic Accounts of Agriculture, Statistical Office of 
the Republic of Serbia 
Note: The last years have not been included considering the changed methodology of agricultural 
production in the Statistical Yearbook since 2020 


Based on the agricultural output data, for the purpose of analyzing the intensity of 
structural changes in agriculture, Michaely-Index has been calculated for the whole 
thirteen years’ period (2007-2019), for two sub-periods (2007-2012, 2013-2019) and 
for each year individually (table 2). 


Table 2. The intensity of structural changes in agricultural output of Serbia, based on the Michaely- 
Index (Norm of Absolute Values - NAV) 


2008- | 2009- | 2010- | 2011- | 2012- | 2013- | 2014- 
| tor | 006 | 00 | auto | one | gone | ons | 
Agricultural output | | TC 
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2008- | 2009- | 2010- | 2011- | 2012- | 2013- | 2014- 
2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 
ae and horticultural | 9 ogee | 0.01096 | 0.02141 | 0.03951 | 0.00526 | 0.00926 | 0.00091 


NAV (Agricultural services) 


Source: Authors’ calculations 


Table 2. The intensity of structural changes in agricultural output of Serbia, based on the Michaely- 
Index (Norm of Absolute Values - NAV) (continued) 


P| Ste | Sots | ore | Sor | Gone | oor | ois | aor 
2014 2015 2016 2017 2018 2007 2013 2007 


0.00322 | 0.00196 | 0.00206 | 0.00092 | 0.00291 | 0.00064 | 0.01427 | 0.00569 


aaa 0.01724 | 0.00225 | 0.00896 | 0.01559 | 0.00788 | 0.01074 | 0.00372 | 0.01627 


T 
F 


) 

it i f i ; 
Other crop product 
featies ——SS—=d 


Cates 


Te 
m: 

i 
n 
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| , 
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2015- 2016- 2017- 2018- 2019- | 2012- 2019- 2019- 
2014 2015 2016 2017 2018 2007 2013 2007 


NAV (Agricultural services) | 0.00006 | 0.00020 | 0.00003 | 0.00002 | 0.00007 | 0.00323 | 0.00076 | 0.00161 


Source: Authors’ calculations 


Michaely-Index, with its values from 0 (unchanged structure) to 1 (completely 
changed), has confirmed in the research that structural changes in the agricultural 
output of Serbia occur over time. However, the intensity of these changes is stronger 
at the beginning of the analyzed period and getting weaker in recent years. Among the 
observed annual structural changes in agricultural output, the most intense are those in 
2010, while the mildest changes are in 2017 and 2018. Accordingly, the first sub-period 
(2007-2012) shows more intense changes than the second (2013-2019). In addition 
to overall agricultural output, more intense structural changes in the first sub-period 
are recognized also for animal production and agricultural services, while only crop 
production strengthens the intensity of changes in the second sub-period. For both crop 
and animal production, the most intensive years are 2010, 2012, 2013, 2016 and 2017. 
On the other hand, with the lowest value of Michaely-Index, agricultural services in 
the entire analyzed period show only minor changes which almost disappear in recent 
years. In both sub-periods animal production has Michaely-Index higher than crop 
production. When it comes to the structural changes of the entire period (2007-2019), 
crop and animal production have almost the same degree of intensity, higher than 
intensity of overall agricultural output and agricultural services, as well as higher than 
intensity of sub-periods. 


Applying the same information base as for the Michaely-Index, Lilien-Index measures 
the direction and speed of structural changes in agricultural output of Serbia in thirteen 
years’ period (2007-2019), two sub-periods (2007-2012, 2013-2019) and for each year 
individually (table 3). 


Table 3. Direction and speed of structural changes in agricultural output of Serbia, based 
on the Lilien-Index 


ee eee ee eee eee 
2007 2008 2009 2010 2011 2012 2013 
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Source: Authors’ calculations 


Table 3. Direction and speed of structural changes in agricultural output of Serbia, based on the 
Lilien-Index (continued) 


2015- 2016- 2017- 2018- 2019- 2012- 2019- 2019- 
2014 2015 2016 2017 2018 2007 2013 2007 
0.000052 | 0.000174 | 0.000022 | 0.000020 | 0.000060 | 0.002809 | 0.000664 | 0.001401 


0.004632 | 0.023007 | 0.023623 | 0.008306 | 0.003933 | 0.005482 | 0.006496 | 0.011631 
0.019503 | 0.008011 | 0.030402 | 0.024707 | 0.001668 | 0.000139 | 0.020105 | 0.005407 


Neo rabies ane 0.007457 | 0.000978 | 0.003888 | 0.006743 | 0.003417 | 0.004659 | 0.001617 | 0.007046 
horticultural prod. 


Industrial crops 0.001041 | 0.004010 | 0.004078 | 0.001426 | 0.000736 | 0.010668 | 0.005771 | 0.010365 


0.000895 | 0.000401 | 0.001264 | 0.000278 0.002464 
Other animals 


Source: Authors’ calculations 
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Lilien-Index, measuring the growth rate of agricultural branches from period s to period 
t, ranges as well from 0 to 1. With regards to the annual structural changes in agricultural 
goods output, the highest value of this index is also recorded in 2010 and the lowest 
in 2018. Lilian-Index, the same as the Michaely-Index, achieves its highest values for 
crop and animal production in 2010, 2012, 2013, 2016 and 2017. Agricultural services 
record in all years the lowest value of this index. Also, based on the Lilian-Index, in 
both sub-periods animal production has higher values than crop production, while their 
index for the entire period is almost the same. The most dynamic changes within crop 
production have industrial crops, while for animal production are milk and cattles. 


Conclusion 


Agriculture has been facing many changes over years, due to the more challenging 
market environment, globalization, rapid technological development, climate changes, 
etc. Raising living standard of the population causes increased demand for more 
quality products with affordable prices, improved services, substantial information, 
expected flexibility, and timely response. Innovation, followed by constant use of the 
new technology, has been crucial for success of agricultural holdings. However, their 
size also was the subject of changes, as well as the average farmers’ age. Accordingly, 
agricultural output has been affected and adjusted to these changes. 


Aiming to assess the intensity and dynamic of structural changes in agricultural output 
of Serbia, the study employs the Michaely and Lilien indexes on data from Statistical 
Yearbook and Economic Accounts of Agriculture as publications of the Statistical Office 
of the Republic of Serbia, within the period 2007-2019. The conducted thirteen years’ 
analyses of agricultural output in Serbia met the main research goal and responded to 
the established research questions. Structural changes in agriculture of Serbia, measured 
by Michaely and Lilien index, lead to the same conclusion regarding their intensity 
and direction. While agricultural services in the analyzed period from 2007 to 2019 
show very mild changes, crop and animal production have slightly greater changes 
based on these indexes. On the annual basis, crop and animal production alternately 
have more intense changes, while in both sub-periods animal production has more 
intense structural changes. Even though the Michaely-Index achieves positive values 
over years, structural changes in the overall agricultural output are less intensive in 
the recent years than at the beginning of observed period. This is confirmed by annual 
values of Michaely-Index, as well as its higher values for the first sub-period compared 
to the second. This is result of fluctuations in changes of crop and animal production, 
but also impact of almost no changes in agricultural services. 


Given the above research results, one could conclude that structural changes in the 
agricultural output has occurred over time, but in slight intensity. Moreover, these 
changes reduced the intensity in recent year indicating insufficient adjustment to the 
technological development, globalization, climate changes, etc. While industrial crops 
within crop production and milk and cattles within animal production have the most 
dynamic changes, other agricultural branches still have a room for a better and needed 
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response to a changed market environment. Also, agricultural services, not only with 
their very low share in the total agricultural output, they also are quite unchanged over 
years. The exploitation of potential improvements within agricultural production, and 
particularly some branches, would bring overall benefit for agriculture and the economy 
considering as a result a contemporary, efficient and flexible agricultural production. 


The limitations of the research are related to the fact that the data of agricultural output cover 
only several years, which may affect the generalization. Additionally, the very last years 
(2020-2022) have been excluded in the research considering the changed methodology 
of the Statistical Office of RS when it comes to agriculture. Also, structural changes have 
been examined only based on two indicators, focusing on intensity and dynamics of 
structural changes in the analyzed period. Accordingly, the study could be further extended 
to respond to these challenges with the aim of enhanced quality of the research. 
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